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SUBJECT: Communi ty Devel opment Corporation Contributions Credit/Low | ncome Housi ng
Credit/ I ncreases Maxi num Aggregate Anopunt to $150 M I1lion For Cal endar
Year 2001

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
X amended July 1, 1999.

X FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO PENDING.

X REMAINDER OF PREVIOUS ANALYSES OF BILL ASINTRODUCED FEBRUARY 25, 1999, AND AMENDED
APRIL 28 MAY 28 AND JULY 1, 1999, STILL APPLY.

X OTHER - See comments below.

SUWARY OF BILL

Under the Personal Inconme Tax Law (PITL) and the Bank and Corporati on Tax Law
(B&CTL), this bill would allow a credit for 50% of the anpunt contributed to an
eligible conmmunity devel opnent cor poration.

Under the PITL and the B&CTL, this bill also would increase the maxi mum aggregate
al |l ocation anpunt of the existing |owinconme housing credit to $150 mllion for
cal endar year 2001.

Each of these provisions is discussed separately.

This bill also includes insurance tax |aw provisions, which are not discussed as
they do not inpact the departnent’s programs or state inconme tax revenue.

SUWVARY OF AMENDMENT

The April 24, 2000, anendnment added the | owincone housing credit provision
di scussed in this analysis.

COVMUNI TY DEVELOPMENT CORPORATI ON CREDI T

The departnent’s prior analysis of the bill as anended July 1, 1999, stil
applies for the conmunity devel opnent corporation credit. The technica
considerations still apply and are provided bel ow, as well as the anmendnents

necessary to nake the technical changes.
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TECHNI CAL CONSI DERATI ONS

The July 1, 1999, anendnents made differing changes to subdivision (a) of the
PI TL section and the B&CTL sections. Anendnment 1 would change the B&CTL section
to be consistent wth the PITL.

The July 1, 1999, anendnents al so made a technical change to the PITL, but
i nadvertently did not nmake the sanme change to the B&CTL. Anendnment 2 woul d nake
the change in the B&CTL provi sions.

LOM | NCOVE HOUSI NG CREDI T

EFFECTI VE DATE

The increase in the maxi num aggregate amount of the | owincone housing credit
woul d apply to cal endar year 2001.

LEG SLATI VE HI STORY

AB 1903 (2000) would pernmit the state | owincone housing tax credits to be
transferred, sold or assigned separately fromthe federal |owinconme tax credits.

AB 1626 (Stats. 2000, Ch. 3) increased the maxi num aggregate allocati on amount of
the | owincome housing credit to $50 million for each cal endar year after 1999.

AB 168 (Stats. 1998, Ch. 9) increased the maxi num aggregate allocation anount of
the | owincome housing credit to $50 nmillion for cal endar years 1998 and 1999
only.

SPECI FI C FI NDI NGS

Current federal law allows a credit to an owner of a qualified | owincome housing
project that is constructed, rehabilitated, or acquired. The credit is clained
over a 10-year period that generally begins with the tax year the project is

pl aced in service. The credit is clainmed as part of the general business credit,
whi ch all ows unused credits to be carried back one year and carried forward 20
years. The credit amount is based on the specified "applicable percentage" of
the qualified basis of each qualified | owinconme building. The "applicable

per cent age" varies dependi ng on several factors, including when the housing was
pl aced in service and whether it was federally subsidized. A state authority
created to oversee the process nust allocate the credit. A qualified |owincone
housi ng project is any project for residential rental property that meets the
specified requirenments for |owinconme tenant occupancy and gross rent
restrictions. The property nust continually conply with all requirenents

t hroughout a 15-year conpliance period or a portion of the credit nust be

recapt ured.

Current state law conforns to federal law with sone nodifications, as follows:
The state credit is clainmed over four years, rather than over ten.

The state credit is limted to projects located in California.
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The state credit specifies different "applicable percentages” upon which the
anount of credit is computed.

The Tax Credit Allocation Commttee is allowed to allocate an annual maxi mum
amount of $50 million, plus unused or returned credit anounts from prior or
current years. The committee provides listings of qualified taxpayers to the
Franchi se Tax Board.

The state credit allows a corporation to assign any portion of the | owincone
housing credit to one or nore affiliated corporations, provided the affiliation
is 100% owner shi p.

The state credit may reduce the regular tax below the tentative mnimumtax for
pur poses of the alternative mninumtax cal cul ation.

The state credit may be carried over until exhausted if the credit exceeds the
t ax.

Thi s provision would increase the maxi num aggregate all ocation anmount of the | ow
i ncome housing credit to $150 mllion for cal endar year 2001.

I mpl ement ati on Consi derati on

| npl enentation of this provision would not significantly inpact the
depart nent.

FI SCAL | MPACT

Departnmental Costs

This provision wuld not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Estimates bel ow for the | owincone housing credit reflect incremental |osses
due to the additional allocation of $100 million in credits for cal endar
year 2001. Moreover, increnental |osses would increase significantly for
years beyond those reflected in the table. For exanple, |osses are
estimated at $12 million and $19 million for 2004/ 2005 and 2005/ 2006.

Esti mat ed Revenue | npact of AB 1080
Low I ncome Housing Credit Provision
As Amended April 24, 2000
[$ In MIlions]

Fi scal Years 2000/ 2001 | 2001/ 2002 | 2002/ 2003 | 2003/ 2004
Low | ncome Housi ng — — -$1 -$5
Credit

Total credits allocated and anmpbunts applied each year to reduce tax
liabilities would drive the revenue inpact of this bill
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Based on information fromthe commttee, the additional $100 mllion

| ow-i ncone housing credits are assuned to be allocated ratably over a
four-year period beginning with 2001. The mgjority of |owincome housing
credits are allocated in advance of project conpletion and would |ikely not
be reported for tax purposes until beginning in the second or third year
after allocation. Additional credits allocated are assumed reported on tax
returns over a four-year period.

BOARD POSI T1 ON

Pendi ng.

At its July 6, 1999, neeting, the Franchise Tax Board had voted 2-0 to take a
neutral position on conmunity devel opnent corporation credit provided by this
bill, as anmended May 28, 1999. The Franchi se Tax Board has not reviewed the

anmendnent s i ncreasing the allocation of the | owincone housing credit.



Anal yst Kristina North
Tel ephone # 845- 6978
At t or ney Patri ck Kusiak

FRANCHI SE TAX BOARD S
PROPCSED AMENDMENTS TO AB 1080
As Amended April 24, 2000

AVMENDMENT 1
On page 41, lines 26 and 27, strikeout “contribution allocated a tax credit”
and insert:
contribution, certified
AVENDMENT 2
On page 44, lines 32 and 33, strikeout “paid or incurred” and insert:

made



